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REGULATIONS OF STOCK ISSUES BY CORPORATIONS. 



SATITBDAY, JANUABY 17, 1920. 

^ United States Senate; 

Subcommittee (jy Interstate Commerce, 

Washingtan^ D. C. 

The subcommittee met, pursuant to call, at 10 o'clock a. m., in 
room 308, Senate Office Building, Senator George P. McLean pre- 
siding. 

^'resent: Senators McLean (chairman), Fernald, and Myers; also 
r^t^iiator Kenyon. 

The committee proceeded to consider the bill (S. 3702) to* regulate 
the issuance of stock by corporations engaged in interstate com- 
merce, which is here printed in full, as follows : 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That whenever an offering is made to 
the public of an original issue security by any corporation engaged in interstate 
commerce the issuing company shall file with the United States Postmaster at 
its legal address for public inspection, and also with the Federal Trade Com- 
mission at Washington, a statement signed by its responsible officers or pro- 
moters showing — 

(a) The purpose for which the corporation is organized; 

(b) The officers and directors or promoters, and their residences and whether 
securities are held by a holding company or whether it holds securities of an- 
other corporation, naming such corporation ; what commission, if any, the offi- 

^ cers, directors, promoters, or agents are to have for the organization of said 
corporation and the floating of said securities ; 

(c) The latest balance sheet of the issuing corporation; such statement shall 
vh.^yy in detail all payments for tangible and intangible property, good will, 
promotion fees, and any and all other agreements for the disbursement of 
moispy except as shovvn in (d) hereinafter; 

(d) The purposes to which the proceeds of tlie sale of the new security are 
to be devoted ; 

(e) The terms of the flottition showing the price at which the securities are 
•sold by the issuing corporation; the estimated expense of the flotation; the 

name of underwriters, if any, and the terms of the underwriting and the names 
. of and terms by which subunderwriters, syndicates, bankers, brokers, and others 
deal in the original sale of such securities. 
Sec. 2. That the statement provided for in section 1 shall be a public record; 
i that every demand, perspective or circular, offering such securities for sale 
i must contain the information described in subdivisions (a), (b), (c), (d). 
and (e) of section 1 ; and that a copy showing the same must be attached to 
each bond, certificate of preferred or common stock, and to each receipt or cer- 
tificate evidencing a subscription to such security. Any false or misleading 
statement in such statement herein referred to shall constitute perjury as to 
each and every person issuing or, signing the same. It shall be the duty of the 
United States district attorney of the district in which such pers(m or persons 
may be found or reside to proceed against any person so committing perjury 
under the terms of this act. 

Sec. 3. That any purchaser who may purchase such original issue of security 
where material misstatement is made in the statement provided for under sec- 
tion 1 of this act may recover twice the amount of all moneys paid for such 
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original security and may join tlie issuing company and each of its officers, 
directors, and promoters, as well as the underwriting syndicate, and each and 
every other party to the sale of sucJi security ; and judgment shall be rendered 
jointly and severally against each one thereof if and when material misstate- 
ment is established : Provided, That suit must be brought within one year after 
the purchaser shall have had knowledge of such material misstatement. 

Sec. 4. That any person who shall mail or cause to be mailed in any post 
office of the United States any original issue security, knowing that the state- 
ment required by this section has not been filed as prescribed herein; or who 
shall mail or cause to be mailed in any post office of the United States any 
statement required by this section, knowing the same to be false in any par- 
ticular, sha\J be fined not less than $5,000, or imprisoned not more than five 
years, or both such fine and imprisonment. 

The Chairman. There being a quorum present, the committee will 
come to order for the purpose of hearing those who favor Senate bill 
3702. 

Senator Kenyon. I want to say just a word. 

Senator Fernald. Senator, just let me read this over, will you ? 

Senator Kenyon. Yes. Gentlemen, I introduced this bill, because 
of the situation all over the country in the floating of worthless or 
practically worthless stocks. I do not think you can go into a little 
town in northern Illinois, northern Missouri, Iowa, Nebraska, South 
Dakota, Minnesota, and that special country out there where the 
problem is a little different, that you will not find the hotels so 
crowded with their agents, selling this stock, that there is no room 
for the transients who come along, and I have learned since introduc- 
ing this bill that the same situation prevails in the East. I have had 
letters from all over the country about it — I won't say every State, 
but a great many States. It has become a fine system of plunder, 
beside which profiteering sinks into insignificance, and the old pirates 
of Capt. Kidd's day could learn something from the way this thing 
is being pulled off. Xow, they are using it to get the Liberty bonds 
and war-savings stamps. They go to the farmer and say, " You are 
only getting 4J per cent, and these bonds pay this tremendous 
amount," and these agents come in every night, loaded down with 
bonds and war-savings stamps. 

I have a letter here from a judge in my State. He uses this lan- 
guage: 

Thousands, thousands, and thousands of dollars, of Liberty bonds have been 
taken up, under representations that they did not draw but a small rate of in- 
terest ; that the stocks being sold by these fakers were liigh grade. 

Just to show what a great run there is I heard of a case where a 
farmer paid $4,500 for certain shares of oil stock. The local agents 
divided $1,100. That was the first bite out of the cherry. That thing 
has gone on a regular saturnalia of robbery. Of course, you may say 
people ought to have enough sense not to buy these things, but theV 
haven't. They need protection. 

Now, the theory of this bill is a corporation engaged in interstate 
commerce, issuing stock. Congress has the right to make certain pro- 
visions, compelling them to file with the postmaster in the town and 
with the Federal commissioner a statement showing how much the 
directors and promoters are getting, and a certificate attached to the 
stock showing the same thing, and what the agents selling the stock 
are getting, and the commission ; then the question of mails. I do not 
know of any other way of getting at it. I realize in view of the child- 
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labor decision, it is a very difficult question of law to reach matters 
of this kind within States. I have no question in my own mind that 
the Supreme Court will have to reverse the child-labor case, five to 
four decision, and it has blocked a good deal of good legislation in 
this country, and with that court changing and times changing and 
sentiment of the people changing, they will have to reverse the doc- 
trines of law down there. 

Senator Myers. Did they enact some other child-labor law since 
then? 

Senator Kenyox. AVe have put on the tax provision. Senator. They 
held, you know, that we were really interfering with the States. 

Senator Myers. We just put on an extra tax. 

Senator Kenyon. We put on a tax to tax them out of business. 
That has been held unconstitutional, too, by the same court in Xorth 
Carolina, and that is on the way to the Supreme Court. Now; I 
would like to call Mr. Keleher, of my State. 

The Chairman. Before you close your statement I would like to 
ask you a question or two. Is there any State in the Union that does 
not prohibit this sort of thing by statute, do you know ? 

Senator Kenyon. I think so. Senator. I know many of the States 
have the blue-sky laws; but hasn't our law been declared unconsti- 
tutional ? 

Mr. Keleher. Not wholly, and yet it is a dead letter. 
. The Chairman. Now, in Connecticut, my impression is we have a 
law which compels all of these corporations or individuals who are 
marketing these securities, or smy kind of securities, to take out a 
license. It is, I think, a very drastic law. 

Senator Kenyon. Does it accomplish the purpose ? 

The Chairman. It does not now. I had my attention called only 
yesterday to the condition in Connecticut, and the seriousness of the 
situation can not be exaggerated; but they market these things by 
personal solicitation, and it is a hard matter to handle, and they are 
selling very large quantities of this stuflF, and certainly it ought to be 
called to the attention of the States and the Federal Government 
and something ought to be done. It is only a question of how it can 
be effectively done. With this law you do not catch your culprit 
until he gets to the post office, do you ? 

Senator Kenyon. No ; you do not ; but you do provide that in the 
certificates of stock, that there must be a certificate attached to those 
showing just what the company has in assets and just the percentage 
that the promoters are getting. Now, if these people who buy this 
stock have it shown on there that Mr. Agent who is selling it is 
getting 26 to 50 per cent commission, their suspicions would be 
aroused at once. 

The Chairman. That is under the interstate-commerce law. 

Senator Kenton. Yes, sir; under the interstate commerce law. 

The Chairman. I do not know ; your bill would have to include 
copartnerships and individuals, it seems to me. 

Senator Kenyon. They do not issue stocks. 

The Chairman. Wouldn't they call it a company? They could 
do that. 

Senator Kenyon. I see no objection to that; no objection at all to 
putting it in. We have no stocks that I know of issued by anything 
but corporations. 
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The Chairman. The question of fact as to whether they, were en- 
gaged in interstate commerce or not might be an important one. 

Senator Kenyon. I realize it is very difficult, very difficult, espe- 
cially even if they are engaged in interstate commerce, in view of 
that decision. 

Senator Fernald. This nefarious practice has dpubled since these 
bonds got out among the people. 

Senator Kenyon. Since the war, yes. 

The Chairman. Have you examined the existing statutes, punish- 
ing attempted frauds where the mails are used ? 

Senator Kenyon. I can not say I have examined them closely. I 
know in a general way our fraud statutes. 

The Chairman. The language is prettv broad and it is not en- 
forced because the post-office officials, or course, do not open the 
mails. 

Senator Kenyon. These fellows don't do so much through the 
mails, except in the way of advertising. 

The Chairman. No ; I think not. I think to be eflFective you have 
got to get at these men w'ho sell these securities by personal solicita- 
tion. 

Senator Kenyon. Yes ; because that is the way it is done. 

The Chairman. Well, that is all. I just wanted to get your idea. 

Senator Kenyon. I think it is difficult, Senator. I wanted to get 
this started and challenged the public attention to it and the atten- 
tion of the committee and see if something could not be worked out. 
Instead of thousands, that this judge speaks of, it is millions. 

Senator Fernald. Yes; I know it is. 

Senator Kenyon. I would like to call Mr. Kelleher, who was col- 
lector of internal revenue, and is a very prominent lawyer. 

The Chairman. I saw it estimated in an editorial, published in a 
paper in my State, that they had succeeded in exchanging this stuff — 
these fraudulent securities — for something like 400,000,000 of Gov- 
ernment bonds up to date. 

Senator Kenyon. In your State ? 

The Chairman. No; that was at large 

Senator Kenyon. I think that is pretty low. 

Senator Fernald. Probably much larger than that. That is a 
good many dollars. 

Senator Kenyon. Well, gentlemeii, if you will hear Mr. Kelleher. 

The Chairman. Yes. 

STATEMENT OF ME. D. F. KELLEHER, ATTORNEY AT LAW, FORT 

DODGE, IOWA. 

Mr. Kelleher. When I went back home this year I had a chance 
to go out to numbers of county-seat towns to help try a lawsuit, and 
naturally I came in contact with the people at the hotels; met lawyers 
and judges and some bankers in the county-seat towns, and was aston- 
ished to hear of the conditions that prevail in the selling of stock. 
I did not believe it at first, but in the course of a few weeks victims 
of these stock salesmen began to come into the office, andin that way 
and in various other ways I received a good many absolute confirma- 
tions of the stories that were first told. Since then I have been inter- 
ested in looking at some of the statements appearing in the press. 
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Reference was made here during Senator Kenyon's statement to 
the flotation of oil stocks, I think. I saw the statement in a financial 
journal — reliable journal — the other day, that during 1919 there were 
eight billion par value of oil stocks alone floated in the United States. 

Senator Kenyon. Eight billion ? 

Mr. Kelleher. Eight billions of oil stocks aloi>e issued, and, so 
far as known, floated in the United States. I have heard conserva- 
tive estimates made in my State of Iowa that there had been 
actually sold in Iowa not less than $200,000,000 of new stocks in ut- 
terly unknown corporations, possibly $500,000,000 sold in 1919, and 
the business did not get started until about midsummer. That only 
suggests the conditions that now exist and that are going to exist 
this next year. They are just now getting started. The promoters 
Ayho have organized and successfully floated a $1,000,000 corporation 
are to-day getting their organizations drawn to put on the market 
a $10,000,000 flotation of another corporation. I speak of those 
figures because I know of that particular instance, and it is a com- 
mon one. They have found it so easy to get the money and the notes 
of the public that there is absolutely no limit to their greed. 

Xow, as I said to the Senator when he asked me to come over here, 
when I talk about this thing I see red, I think, because I see the 
thing from the very angle and from the stories that come in from 
people who buy this, and there are just two or three things that I 
would like to try and impress upon the committee. I am not sure 
myself just how far you can go nor how successfully you can cope 
with this condition, but I believe that I can convince any fair-minded 
man that the da;ngers to the people of this condition are very great. 

I do not know just how many men — business men — how many 
courts find it in their heart to excuse this sort of swindling. I sup- 
pose that if the leaders in any alleged civilized and Christian com- 
munity would get their heads together for a scheme to lure people 
who had a few Liberty bonds and a little money up back alleys and 
to other retired spots, while the local banker held the victim while 
somebody rifled his pockets, that you would all be indignant at it; 
and if that sort of condition prevailed in every community, nearly, 
in the country, we would say that this country nad gone mad. Now, 
it does prevail in every community in the country. That is exactly 
what they are doing. The individuals in any comnnmity who have 
been picked out as prospects to sell stock to haven't got a bit more 
chance — that is one of the things I am trying to emphasize to you — 
haven't got a bit more chance to escape the machinations of the 
persons who liave studied the situation, have planned the scheme, 
than the victim in the case I stated — not a bit more. These things 
are schemed out. I do not know whether vou understand the ma- 
chinery of these sales, l was astonished, really, to learn what the 
situation is. These sales are accomplished by a combination of 
three things : First, the men who stand well in the community, who 
are hungry for money, who promote these corporations, who are 
many of them ex-State officers — I forgot to state that in my State 
two ex-governors are prominent in this movement, one more espe- 
cially than the other. 

The leading lawyers and business men of the communities are 
parties to it, parties to these schemes — promotion schemes. These 
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leaders make their money in two ways chiefly : Sometimes they par- 
ticipate in the selling agency to which the stock is allotted and sold, 
for commissions of 25 per cent or more — ^never less than 25 per cent. 
That is the minimum selling commission. 

Senator Kenyon. That is what the prominent citizens sret. 

_. Mr ^ C3 

Mr. Kelleher." >no; he only gets a part of that m that case, but 
he gets a great deal more, as I have explained to you. Sometimes 
tliis promoter or these promoters wlio have got up the plan have an 
interest in the selling agency. That is to say, the sales agent does not 
always get the full 25 per cent. They will create a selling ageiicj^ 
much as in the early days railroad promoters created a little inner 
syndicate to take the contracts to build the railroads, to make profits 
out of them. I know of one instance where there was a very large 
flotation in my State, wliere the selling agent got only 15 per cent 
while the promoters got the other 10 per cent of the 25 per cent that 
was taken through their interest in this selling agency, but that is 
only part of what the leading citizen gets. 

They have almost universally now adopted this plan: They will 
begin to float the stock at par. Take a case I have in mind, capitali- 
zation of $1,000,000: roughly, one-third of it is to be marketed at 
par, one-third at $150 a share, and the remaining one-third at $220 
a share. Of the first one-third the promoters allot to themselves the 
greater part of it, say $300,000. They put up their notes. No one 
knows anything about that transaction except the little insiders, and 
those notes, if the thing did not float, of course have a string to them 
and would be pulled out and nobody would ever know they had 
bought that $300,000 worth ; so they would not have to pay the inter- 
est, you may be sure of that. But that is the scheme. Now, then, as- 
sume it is successful. When they raise the price for the second third 
there is only about $30,000 to sell the first, they advertise that the 
prospects of this concern are so very rosy, so much better then they 
have expected, that they find it is worth $150 a share, and that peo- 
ple who have bought it at $100 would not sell it for less tlian $150. 
So they put the second third on at $150, and let go a part of their 
holdings at $150, retaining the balance of the $300,000 thej^ have 
taken; so until the last third, they get $200 for that, and they get 
new proceeds for their participation in the selling profits. Thev get 
$100 a share for that which sold at $200, and $50 a share fo/that 
which sold at $150, and the victim is persuaded — of course, be- 
lives — that the reason why these prices of $150 and $200 were got- 
ten for this stock of $100 at par is because it is worth that. The 
scramble is so great for it, business men see that the prospects are so 
very good that the stock has gone up in the market, and that is what 
it is worth. Now, you see these promoters make very large, very 
handsome, returns for the promotion. That is only one part of it, 
of course. 

The Chairman. That sort of thing is clearly obtaining money un- 
der false pretences, and is punishable by criminal statute in every 
State in the Union. 

Mr. Kelleher. I venture to say that you can not frame an indict- 
ment under that state of facts and get the facts. I mean, how are 
you going to prove — how is anybody going to prove that the pros- 
pects of that concern are not rosy ? ' 
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The CHAtRMAN. Are you goinor to know it if you pass this law ? 
If you can gefc thB f ad>s^ yoju could punish it under State statutes to- 
day, and you have got to get the facts to get a conviction under your 
law? 

Mr. Kblleher. Well, if there was any method whereby you 
can— T — 

The Chairman. I am not antagonizing you. 

Mr. Keu^her (continuing). Where you can easily mark your 
stock and the receipts that are given for it, and the notes that are 
given for it, as I will explain a little later, because that is all part 
of the scheme — in fact, if I were trying to frame a law of this kind 
I would arrange it one way so that you could not buy stock for notes. 
I regard that as one of the most abominable parts of the scheme, as 
I will explain later. I would fix it so that the stock had to be sold 
for money — cash. A man hasn't got inore than a certain amount of 
cash — that i§, the average person who is solicited as a prospect. 
They take all of his cash and sell him just four times, in the ordinary 
case, of the amount of his cash in Liberty bonds. They take his note. 

Senator Kenyon. Would you prevent exchanging Liberty bonds? 

Mr. Kelleher. I would if I could find a law that would reach it. 

Now, I want to first outline just how the thing is worked out, and 
this is in every case as far as I heard, and I have heard dozens of 
these stories told. 

Senator Kenyon. This is local now, merely to Iowa. 

Mr. Kelleher. I happen to know that it now prevails to a slighter 
extent in Minnesota, but I suppose this condition prevails all over 
the country. 

The Chairman* You probably haven't any specific case which 
you would want to put in the record, by name ? 

Mr. Kelleher. Well, I could be persuaded to mention some of 
them. 

Senator Kenyon. It might do some good. 

Mr. Kelleher. But I don't suppose those cases are any worse at 
all than the other cases. 

The Chairman. Simply as an indication that Congress has de- 
termined to do all that can be done and is not afraid to call the at- 
tention of the public to specific instances where they can be obtained, 
and it would be very beneficial. 

Mr. Kelleher. I might suggest to the committee that the chances 
are that a result would follow which always follows. You will be 
surprised, if you have not read the facts, as to what follows in most 
of these cases where a man who has bought — a woman who has 
bought, because what these stock salesmen call in the language 
adopted from another equally Christian profession, " welchers," and 
in that case anyone who welches, who files a petition in court claim- 
ing he has been defrauded, describing the story, that welcher is im- 
mediately sued for anything from fifty to a hundred thousand dol- 
lars for libel for filing that petition, and terrorized, not merely by 
the necessity of going into court, but to defend against that libel 
suit. That is one of the modern methods of keeping the welchers 
still. 

Senator Kenyon. Then he is glad to settle up his notes? 

Mr. Kelleher. Yes, sir; that was done in a case which came up 
before Judge Landis, in Chicago. Scores and scores of times it has 
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happened in my own town. Within a month, pending there to-da^^, 
a man has bought $10,000. He claimed he had been defrauded. Ete 
is not my client; I don't know the fact. His lawyer is a reputable 
man and brought the suit to attempt to recover for his $10,000. Then 
he was immediately sued for $75,000 for libel, and the thing that 
appeared prominently in the local paper was not his charges but the 
charges against him. 

Senator Kenton. It has a very deterrent eflfect. 

Mr. Kellbher. It has a very deterrent effect upon other pros- 
pective claimants to recover their notes that they have given. 

Now, going back again to the scheme and to the plan that is al- 
most invariably adopted — ^I did not want to keep the committee by 
taking up too much time. 

Senator Fernald. It is necessary. 

Mr. Kelleher. A second necessary concomitant of the whole plan 
is the local banker. I regret to say that. I did not believe it was 
possible until I saw it everywhere, to interest the local banker in 
this plan. I thought that his own feeling that he had lived in the 
community, that he would, have to meet the people who were victims, 
would prevent him from doing it, but that is not true. The stock 
salesman goes to the local banker to find out who in his community 
are prospective buyers, who can be induced to buy. The local banker 
was on the Liberty 'loan committee. He knows every holder of a 
Liberty bond there. He knows the amount of cash on deposit by 
every person. He knows how much in combined Liberty loans and 
cash any one person may buy. He knows the local weaknesses and 
feelings of the men in tnat community. He knows what will catch 
the man — what argument will get him, whether* he is a man who 
simply feels that the 4 per cent or so that the Government pays is too 
small, and can best be caught on a preferred stock, purporting to 
guarantee — and no stock salesman ever described preferred stock as 
anjT^thing but guaranteed — purporting to guarantee 7 per cent or 8 
per cent, or whether he can be best victimized by persuading him 
that the amount of the profits on the common stock are tremendous ; 
that he will probably get 10 per cent per quarter, and while I am 
on that — I know I will never get back to tell you all of these things — 
I know an instance in our own office of a case where they sold a man 
$500 on a first visit; came back in 10 days and paid him a $50 10 
per cent quarterly dividend; sold him $5,000 on the second visit, 
taking in, mind you, the check for the dividend as part payment 
upon the second transaction, and to add to it, you would not believe 
it, but they found that he had $700 stock in a local bank; they did 
not apply that oii the cash; got the cash for one-quarter of it in ad- 
dition to that; carried that^ stock away in their pockets, with just a 
little receipt that they would sell it to the best advantage they could, 
and turned it in on the stock and left the State. 

Senator Kenyon. Was the stock they were issuing to him good 
for anything? 

Mr. Kelleher. No one knows; absolutely no one can tell any- 
thing about these stocks. They are perfectly new propositions. They 
are promoted merely for the purpose of getting the money from the 
stockholders. It would be against all economic experience if those 
stocks turn out to be worth, in 5 years or 10 years from now, $10 a 
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share. If I was in the insurance business I would agree to issue 
policies, and to underwrite this proposition, that 10 years from now 
the net returns, dividends, and capital of all of those concerns that 
sold stock in Iowa in 1919, the lowest estimate $200,000,000, the high- 
est estimate $800,000,000, won't assay $10 on the share. 

Senator Myers. What is the nature of these corporations that 
issue this stock, mostly mining or land schemes or manufacturing; 
what is it? 

Mr. Kelleher. The outside ones are largely mining and oil. 

Senator Kenyon. Senator Mjyers did not hear Mr. Kelleher esti- 
mate that eight billion of oil stocks had been issued. 

Mr. Keixeher. Within 1919, new flotations. New flotations of oil 
stock alone are estimated in a financial journal at eight billions. 

The Chairman. In what journal? 

Mr. Kelleher. I think it was the Wall Street Journal. I am not 
clear. 

Senator Fernald. I think Mr. Kelleher referred to the capital 
'stock and not the amount of sales. 

Mr. Kelleher. I know I don't know how much of that was; just 
the record of the flotations. 

Senator Myers. Let me ask you a question. 

Mr. Kelleher. I was going to answer Senator Myers's inquiry in 
regard to the character of the concerns. Let me tell you of one or 
two in a city in my State. Now, I have some of these things at first 
hand, some at second hand — that is to say, perfectly reputable lawyers 
who handled these cases have told me what their experience was, 
and the one I am now telling you is one of that sort. I could give 
you the name of the firm of lawyers. It includes an ex-judge, the 
firm of Bailey & Edison, of Storm Lake. They have handled a 
number of these cases growing out of the particular flotation I am 
going to tell you about. 

A little syndicate in a northwestern city in Iowa a year or two 
ago, anticipating that one of the big railroads would want some 
ground for shops, bought some rough ground near their town, think- 
ing they would be able to resell it to the railroad for shops. They 
bought it at, I am told, under a hundred dollars an acre, and it prob- 
ably never had a greater value, unless for some special purpose, of 
more than that. 

The railroad finally, decided not to take it, because it was so rough 
and hilly and broken that the expense of leveling it down would be 
too great — be prohibitive. They went farther out and took some 
level ground for their shops, leaving the syndicate with the land on 
their hands and not any particular chance to subdivide property 
of that kind and sell it for lots. It is extremely broken. Senator 
Kenyon knows the ground. So they decided to organize a corpora- 
tion and transfer this property to a corporation. They had that land 
appraised by a committee. We have a law in my State which pre- 
vents the transferring of property to a corporation except at a price 
that is approved by the executive council of the State, consisting of 
the governor, secretary of state, and the attorney general, but a local 
committee of prominent citizens, who were probably engaged in like 
schemes — I don't know — appraised that ground of the character I 
described, and the probable value I described, at $1,000 per acre, and 
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it was put into the corporation at $750 an. acre, and a $1,000,000 cor- 
poration organized which had no other asset except this land, at 
least seven times its vahie, taken over and that stock floated. Xow, 
that corporation — I am n9t clear about the name of it — sounded 
something like Bankers' Security Co. That was a good name. It 
did not indicate that all of its assets were some rough land, and no 
prohibition on the kind of a name, and that* stock sold out with 25 
per cent selling commission to the agents — I don't know what salaries 
to the corporation — sold out to the farmers of Iowa. 

Senator Myers. What was the nature of the corporation? What 
was it going to do with this land ? Cut it up into lots ? 

Mr. Keixeher. Nobody knows. For the present it is going to sell 
that stock, called it a securities company, you see. I presume that 
they explained they were going to build a bank, perhaps. I do not 
know ; that is not material in a little town. This is a mere statement 
I have heard. I heard it made by men who apparently know, a little 
town made famous by a famous wrestler who recently died, 17 miles 
from the Senator's home town, an ambitious sales agent, stock-selling, 
man, is just now promoting a corporation that is going to make 
monkey wrenches. 

Senator Myers. To do what? 

Mr. Kelleher. Make monkey wrenches. This is absolutely true. 
There is no question about it. I have heard it stated by a number of 
people, but you have asked me the character of the corporation. That 
is a minor consideration. There are others of the same sort. 

Senator Kenyon. Well, there is snuff and mentholitis and all of 
those kinds of cures for everything. 

Mr. Kelleher. Now^, a very prominent man, standing very high 
in church circles, financial circles, and social circles, has organized 
a corporation with large capital — I don't know whether it is $2,000,000 
or $3,000,000, but it is very large for a small town — modest western 
community, and he is selling that stock to agents throughout the 
community. I happen to know about it, because a young chap in a 
hotel up in the town of Algona, 50 miles away from me, I was 
trying a case the other day, just before Christmas, and he introduced 
himself. I knew him when he was a little boy in school ; had not seen 
him since, and incidentally asked him what he was doing. I need 
not have asked him. Everybody was selling stock. He was selling 
stock in this concern, and he began to tell me what a wonderful 
prospect it had, telling me the name of the medicine that it was going 
to put on the market, and how valuable the thing was. There was 
something familiar about the name. I had been away from home two 
years. I said just before I went avi^ay I sold the other half interest 
that was owned by the fellow who had the idea originally — I sold him 
the other half interest in that for $500, and the man was so anxious 
to sell that he offered to give me half of what I could get out of it 
for his half interest, and was astonished that I succeeded in getting 
$500. He would have taken $100 for it. He had been making the 
material in his barn. 

Senator Kenyon. They capitalized that for a million ? 

Mr. Kelleher. Several million, I think. Now, they haven't any- 
thing but that, except they explained to me they were going to build 
up a big business. They were going to advertise it all over the 
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country, and going to build it up, and these men were going to make 
their fortunes that way. I will give you some idea of what they were 
doing. 

Senator Kenyon. A prominent church member like that — I know 
the man you refer to — gives it a certain standing. 

Mr. Kelleher. It gives it^the very best standing. That man has 
made a million dollars in legitimate business. Legitimate — I suppose 
he profiteered somewhat, but he has made it in the coui'se of a few 
years, since Senator Kenyon and I have taken to the practice of law. 

The Chairman. Profiteering seems to be the only legitimate busi- 
ness in this country at the present time. 

Mr. Kelleher. And this man does not need money, but it is so easy 
to make it he is adopting this plan. Now, as I said, a local banker is 
the cog in this machinery. He is always a man who buys stock, 
mind you. He does not leave himself open to the charge of being a 
coconspirator. The suggestion the Senator made a while ago about 
how you could prove those things — you can not prove them. AH that 
will ever be known of him is that he is a stockholder. All that he 
ever said or needs to say is that he is a stockholder. 

Senator Myers. What inducement is there to the local banker to 
give up the information ? 

Mr. Kelleher. Those commissions are divided with him, and the 
young selling agent can afford to divide them with him, because they 
sell that stock in blocks of from five to twenty-five thousand dollars. 
We had a big land boom in Iowa this vear. Many. farmers intended 
to retire with a competency, selling their farms out at high prices. 
Those men are thoroughly Known to the local bankers. 
( The Chairman. Those farmers do not need tax-exempt bonds ? 

Mr. Kelleher. They do not; but the local banker goes to them. 
They haven't thought about what kind of an investment — these men 
don't know anything about an investment. The sales agent goes to 
them, stating the local bankers and others have bought the stocks. 
If you wanted to follow some one in an investment, naturally you 
would take your local banker. The prospective buyer or investor 
goes to the local banker. He is invited to go. He confirms that ; he 
says, " Yes ; it is true I bought some stock ; I did not investigate it 
very far, but it looks good to me, so I bought it." Unless you can 
say he divided that commission, of course, you would never get any- 
where in prosecuting him. He has told the truth as far as it is 
known. He is a stockholder. He does not recite he did not pay 
quite so much for the stock as the farmer will pay, and he says noth- 
ing about the fact that those commissions are divided with him, but 
they are divided with him, and it is divided in cash and Liberty 
bonds. Now, that farmer who sold out his farm, he figures, you 
know, his family is going to live and in his old age he is going to live 
on that income. 

That is a good thing. He is going to get rid of his Liberty bonds 
which only bring him in 4. He has already paid 7 or 8 when he has 
borrowed money, and he is going to get something that is going to 
pay him, if it is preferred stock, guarantee of 7 or 8, common prob- 
ably going to 30 or 40 per cent. That is a favorite victim. Another 
class that has surprised me is the renter, who, during the last two or 
three years has succeeded in paying for his little equipment on the 
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farm; probably has five or ten thousand dollars' worth in Iowa of 
farm machinery, and hogs and horses and cattle that he could actually 
cash in for five or ten thousand dollars on the average 160-acre farm. 
He has a little money in the bank and some Liberty bonds. They 
tell him " it will be some time before you can get enough money to- 
gether to buy a farm.- In the meantime your money on deposit in 
the bank is bringing you only 4 or 5 per cent. Your Liberty bonds 
are bringing you 4 per cent. Your money ought to work for you 
harder than that. Take something so that as you labor on and make 
earnings out of your earnings on your farm, that you will have in 
five years now when you are ready to buy a piece of land — you will 
have besides your own earnings what your money has earned," and 
the local banker again is the guide^ is the patron of the proposition. 
And the third class of ordinary victims — I have found this can be 
divided into three classes — is the widow, whose husband has died and 
left a little life insurance and has some children to support. 

Now, those things are happening every day. Those are the three 
classes of victims of this kind of enterprise, and as I said in my State 
alone, $200,000,000 of stocks, at a low estimate, have been sold in 1919. 
God knows what will be sold in 1920. None of these classes of people 
I have mentioned have any chance of escape. The amount they have 
on hand is known. They know absolutely nothing about investments. 
The stock salesman prides himself on not falling down. They never 
pick out anyone any more they are going to fall down on. That 
might leave a bad taste in the community. They select some one they 
know can buy, and they clean up the Liberty bonds and the cash, and 
that represents but 25 per cent of the amount of stock that is sold 
in the average case. Seventy-five per cent is represented by a promis- 
sory note, and the worst of the story is not now that the cash of the 
renters is taken, or the amount of cash that is on hand by the farmer 
who sold his farm is taken, but the balance of what he has and his 
future is mortaged to pay for this dead horse. He is going to have 
to work. 

These notes, of course, mind you, go into the hands immediately 
of innocent purchasers that you can not prove are not innocent pur- 
chasers. They are never held overnight by the corporation to whom 
they are made payable — the corporation only on paper. They go 
immediately into the hands of banks or persons who may be in col- 
lusion with them, but you can not prove it and creditors get them, 
and the negotiable instruments laws protect the holder of that paper. 
It is fair on its face, and these victims are going to have to work for 
the next few years to pay off those notes. 

Now, if you want to make bolsheviks, if you want people who are 
embittered, you get the widow and her children, the renter who is 
farming land with his family, for the next 10 years to pay off those 
notes. If you want to know who feels bitterness against business 
men and business in this country you get that class of people. 

Senator Kenton. Do you think that argument is exactly sound? 
When he sees the man or the prominent banker, the prominent church 
member who has been in this concern, riding around in a fine auto- 
mobile or giving fine dinners out of his money don't you think it 
sort of calms him down from this bolshevism ? 
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Mr. Kelleher. Perhaps it ought to, but human nature is so keen 
tha^t ordinarily he does not feel very happy himself to know that 
some one else is happy. 

Senator Kenton. Could you give any estimate or guess as to the 
amount of paper of that kind that you think has been taken in Iowa 
in the last year ? 

Mr. Kelleher. Well, if the amount is $200,000,000 that has been 
sold, $150,000,000 of that paper stands there to-day. 

I wanted to add to that— I did not want to take all of this 
time — I want to say that you have got another problem there that 
ought to interest everyone — the capital that is needed for legitimate 
investment is going to waste in this way. We would have this 
$200,000,000 or $500,000,000, if that is the amount in Iowa, to go 
into legitimate investment, to go to build real factories, to make real 
goods; if you want it, to go to build railroads, to go to pay off 
mortgages on farms, to go to buy materials to build improvements on 
farms, buy better machinery and equipment and build better houses. 

We would have it there, but it goes to the stock salesmen and to 
these promoters, and it goes back again to increase prices, because 
no one lives like the newly rich whether he is a promoter who has 
got along so far on ten or twelve thousand dollars a year and this year 
has made a hundred or two hundred thousand dollars, or the stock 
salesman who has lived up to this time on $25 a week. Most of them 
had never earned more than that and now are earning literally — I 
know of an instance I could name — of several instances of men there 
with twenty, thirty, forty, and fifty thousand dollars clean-ups dur- 
ing the last'six or seven months. I can name — I could give that to 
the Senator, for he tnows — a case of a bookkeeper struggling with 
his wife and four children in Fort Dodge for 10 years that you know 
went into this game in July. He came through Fort Dodge the 
other day with- a $5,000 automobile. He has cleaned up $30,000. 
That is only an instance. That is a condition I do not know of how 
many. 

Senator Kenyon. I have heard of those who cleaned up $200,000. 

Mr. Kelleher. Yps; I know they have. I am being conservative 
in my estimate, but T want you to think of this, if you can do any- 
thing to prevent it : These stock salesmen are debauched for all time. 
These men will never be engaged in any conservatively honest busi- 
ness. They are spending this mone}^: it is easy money; it is going 
as fast as they make it. I do not know, but t suppose there must 
be several thousand of them in Iowa engaged in this business, earning 
these immense incomes, money that is being spent as fast as they get 
it. Now, they will never be fit — they are bright fellows; they are 
among the best in the community. They have the makings of good 
men, but they are absolutely debauched. Thev are unfit citizens, that 
will never be in legitimate business. Tlhey will always be looking for 
easy money. They will always be predatory creatures, preying on 
somebody else as long as they live. 

Senator Kenton. What effect is it going to have on legitinuite 
business in the future? Is anybody going to be willing to buy 
stock ? 

Mr. Kelleher. You can not to-day; the man who has something 
that he believes is worth while just sits back and won't ask any- 
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body to take stock, although he has no idea of paying anything to 
sell the stock; although he believes the enterprise is a good one he 
does not want to be classed with the fake enterprises that are going 
on the market. 

Senator Kexton. Isn't it getting out that these are fake enter- 
prises? Don't the farmers see it, and why don't they quit buying? 

Mr. Kelleher. Why don't they quit buying it? Who is doing 
anything ? The press is carrying their advertising for the most part. 
Who is doing anything ? 

The Chairman. Couldn't it be brought to the attention of j^our 
legislatures? And wouldn't everything that can be done in the way 
of legislation and prosecution come to the front long before this? 

Mr. KELLEftER. I don't want to criticize. 

Senator Myers. Have you the blue-sky law in Iowa ? 

Mr. Kelleher. We adopted one which the court said was invalid. 
One of the Federal judges held it was invalid, at least in part. 

The Chairman. What did the Federal judge have to say about it ? 

Mr. Kelleher. Well, it was an outside institution, came in and 
tested it, and the State courts have made some decisions. It accom- 
plishes one purpose, and this only to-day. It is absolutely no safe- 
guard. It requires the registration of the selling agent and the 
issuing of a license. I haven't known of any case where a license 
has been denied. 

Now, I don't want to criticize these State officers, but I mention the 
fact that some of the ex-officials are in the business. Friends of those 
in office are in the business, too. I suppose there are a number of 
people holding office to-day who intend to engage in it,* but it is the 
easiest monev there is. 

* 

The (Chairman. That has been going a long time. 

Mr. Kelleher. And for the most part it is regarded as legitimate. 
Of course, there never has been such an orgy as now, never has been 
any such immense amount floated at one time and put on the market, 
but as the Senator has told you, it is literally true that the hotels 
in the small towns of Iowa of 1,000 and 2,000 and 3,000 population 
are just filled with stock salesmen. The country is being scoured by 
automobiles, carrying these fellows around, with local assistance, and 
selling these stocks. 

Senator Myers. The people of Iowa have too much money, have 
they not? 

Senator Kenton. That is not indigenous to Iowa. I have gathered 
correspondence to show that is going on all over the country. 

Senator Myers. Would you say this all proves that the people of 
Iowa had too much money, or they are too avaricious and want to 
get too much money ? 

Mr. Keli^her. oet the stage in the same way in any part of the 
country, and it is possible to victimize the same class of people. The 
inducements in Iowa are greater. The stock salesmen flock there, be- 
cause of the fact that the farmers have Liberty bonds and have the 
cash in the banks, and when they have it it is easy to get it. 

Senator Kenyon. Iowa was very prominent in going over the top 
in the Liberty loan. 

The Chairman. A very large percentage of the people in most of 
the States of the Union would get rich quickly if they could, and 
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precisely the same motive which ori^ates these schemes controls* 
the men who will buy these stocks. They are going to get 30, 40^ 
or 50 per cent. It does not follow that these people should not have 
protection. The question is how can it be done ? That is the question. 

Senator Kenton. Have you anything further to say? 

Mr. Kelleher. No. 

Senator Kjbnyon. We got you going in this and you do not want 
to stop. 

The Chairman. I know it is true. It is all over the country, an 
evil of long standing. 

Senator Kenton. I would like to have Mr. Thompson, of the 
Federal Trade Commission, who has gone into this pretty thor- 
oughly, some time before the committee to make a few remarks. I 
do not think you will need much evidence as to the evil, any further 
than you have had from Mr. Kelleher. 

Senator Fernald. No question about that. Senator. I do not think 
you need to produce any more evidence along those lines. The ques- 
tion is whether the bill will cover it and remedy it or not, whether it 
is stringent or not. 

The Chairman. Whether it can be made eflfective and still can be 
constitutional. 

Senator Kenton. Even if Congress passed something on it, it is 
going to challenge the attention of the people. The general impres- 
sion is the people have no confidence in Congress, yet they watch 
what it does. It will be a signal to them to look out. 

The Chairman. Yes; they ought to put some Secret Service men 
right around on it, and if possible get out the facts and get some 
case you can convict on. 

Senator Fernald. These conditions are spasmodic. They go from 
one State to another. We passed through this thing pretty near 10 
years ago. I do not know much that is being done now down there, 
but our. State was full of it 10 years ago, and it may coipe back to 
us now that these bonds are so numerous. We have not had much 
of it in recent years. 

The Chairman. I had my attention called to it a day or two ago. 
I can remember when the housemaids and all classes of people were 
turning out their funds and buying these bonds, all embroidered with 
gold. 

Senator Kenton. A big seal on them. 

Senator Fernald. We had that all 10 years ago; just exactly these 
conditions. 

The Chairman. My impression is it is existing now to some extent. 

Senator Fernald. ^breaking out again. It may have in my State 
in the last war. 

Senator Kenton. Mr. Kelleher, do you know anything about the 
Texas oil stock being circulated in Iowa ? 

Mr. Kjslleher. I know that there are oil stocks from Texas cor- 
porations being sold. 

Senator Kenton. Being advertised, too, in the papers very pro- 
fusely. 

Mr. Kelleher. I can not recall the advertising. It is one thing I 
don't look at. It is too painful to read. 
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Senator Kenyomt. You hare some feeling about them — ^haven't 
bought any of these stocks ? 

The Chairman. Some of these oil stodj:s are, of course, very profit- 
able, and I fancy Texas is one of them. 

Mr. Kelleher. The Texas Oil Co. to-day is, of course, the greatest 
earner in the oil line. Remember, it is not the stock. 
, Senator Fernald. Not that particular company, but a thousand 
other Texas oil stocks. 

Mr. Kelleher. Oh, yes. 

Senator Kenyon. In Oklahoma they have struck oiL 

Mr. Kelleher. Yes; but the enterprises which are being incor- 

f orated and financed in this way are not the productive enterprises, 
saw the statement made in perhaps an article that you have on your 
desk, that the companies — ^these promoting companies actually are 
producing less than one-sixth of 1 per cent of the oil of the country ; 
that more than 99f per cent of the oil is produced by corporations in 
which you could not buy this stock. 

Senator Fernald. Yes ; that is not hawked about by promoters of 
that kind. 

The Chairman. We are very much obliged to you. 

Senator Fernald. Yes ; it was very interesting. 

Senator Myers. We have been very much interested. 

The Chairman. You would like to have another meeting? Shall 
we adjourn, subject to the call of the chairman? 

Senator Kenyon. The only other evidence I would want to use 
Would be Mr. Thompson, of the Federal Trade Coinmission, if you 
wunt to hear any more. 

The Chairman. I do not think that is necessary, but if you have 
^myone who has any suggestions to make with regard to the law 

Senator Kenton. Mr. Thompson will. 

The CHAIRMAN. Suppose we adjourn, subject to the call of the 
Chair, and give him an opportunity to come before the committee 
sifom^ day soon, any time that you suggest ? 

Senator Kenyon. All right. We will get him n^xt week. 

The Chairman. Adjourned subject to rae call of the Chair. 

(Whereupon, at 11.15 o'clock a. m., the coBiitnittee adjouttied to 
Tm^ at the call of the chairman.) 
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